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The Current Financial Crisis 


Introduction: 

in fact, the seeds of the crisis was Planted in 2002 after the crisis of 
September 11, 2001 when the Government of George W. Bush. Followed the 
motto "every citizen has his own home, and contributed by its policy of reducing 
the interest rates. Banks hurried in the area of financing the clients for the purchase 
of real estate a limited introducing and long-term up to 45 years and, consequently, 
prices began gradual rise in real estate. This has encouraged banks to continue to 
provide loans for the purchase of real estate. So that, the quality standards and the 
normal conditions which has been taken into consideration when granting credit 
have fallen, such as credit spreads between the value of the property and the value 
of the loan, the income stability of the client and the relevance of the value of the 
monthly premium, but companies have resorted to insurance to cover the risk of 
non-payment alternative to credit spreads and, therefore, when the cessation of 
payments crisis moved to the banking and financial sector. 

It may be noted in this regard that the system of mortgage credit to 
consumers 1n the United States is in a range of insurance procedures and ending to 
the signing of bills to the debtor's monthly premiums which is known as 
securitization, 1s the transfer of any debt securities to a group of business cards 
which are negotiable. 

The total remaining represents value of the property plus interest, and banks 
often sell these assets to each other as a high-quality assets, as they are guaranteed 
and have a rating of the seller's bank. Thus, not only the crisis on banks and 
businesses that did not follow the rules of sound risk management, but transcended 
it to the banks that bought bad assets, including real estate, whether within or 
outside the United States. 

As Bernanke said, Chairman of Federal Reserve of United States in a speech 
recently that we wish to speak of such crises in the part of the global financial 
system and the dynamic elements of innovation, and how can some of the bad real 
estate loans bad mortgages in some neighborhoods of Florida / United States, lead 
to the bankruptcy of a country such as Iceland? What made the stock market in the 
United States and some European countries, Asian and Arab reduced rates ranging 
between 40-60% since the beginning of the crisis, the worst decline since the Great 
Depression 1929? Why the credit crisis prompted the world economy towards 
recession or stagnation? To answer these questions and others will analyze the 
roots of the crisis and the beginning and the factors that motivated them. 
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2001 2001 2003 2004 2005 # 2006 2007 
Size 


Number of loans (*1000) 452 737 1.258 1.911 2.274 1.772 
Average Loan (*$ 1000) 126 145 164 180 200 212 
Mortgage Type 


FRM (%) 29.0 33.6 23.8 
ARM (%) 0.4 0.3 0.3 
Hybrid (%) : 68.2 65.3 75.8 
Balloon (“%) 2.6 0.8 0.2 
Loan Purpose 


Purchase (%) ; 29.3 30.1 35.8 
Refinancing (cash out) (%) 57.4 S17 56.5 
Refinancing (no cash out) (%) ; 12.9 11.8 Ta 
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Source: Demyanyk, Y,Hemert, O.V.(August 19,2008)."' Understanding the Subprime Mortgage Crisis". 
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